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SACRAMENTO UPDATE

Executive Summary

This memorandum contains reports on the following:

e Pursuit of Cbunty Position to Support SB 57 (Lieu), which would prohibit sex
offender parolees from removing an electronic monitoring device and would
impose specific punishments for violations of this condition. '

o nStatus of County-Advocacy Legislation

o County-sponsored SB 360 (Padilla) - related to certification, piloting and
funding of new voting systems, passed the Assembly Appropriations
Committee on August 21, 2013.

o County-supported AB 1054 (Chesbro) - related to rates paid by counties
for placements at Institutions for Mental Diseases, passed the Senate
Floor on August 19, 2013, and now proceeds to the Governor.
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o Status of Legislation of County Interest

o AB 300 (Perea)-related to the enactment of the Prepaid Mobile
Telephony Service Surcharge Collection Act, passed the Senate
Governance and Finance Committee on August 21, 2013.

o Joint Legislative Audit Committee. A report on the committee’s action related
to an audit request of the Drug Medi-Cal Program.

Pursuit of County Position on Legislation

SB 57 (Lieu), which as amended on August 5, 2013, would prohibit a person who is
required to register as a sex offender and who is subject to parole supervision from
removing an electronic, Global Positioning System (GPS), or other monitoring device
affixed as a condition of parole. SB 57 would require, upon a first violation, the parole
authority to revoke the person’s parole and impose a mandatory 180-day period of
incarceration to be served in actual custody. The bill also would require, upon a second
or subsequent violation, the parole authority to revoke the person’s parole and impose a
mandatory 365-day period of incarceration to be served in actual custody.

Existing law requires sex offenders to be monitored electronically with GPS technology
by the California Department of Corrections and Rehabilitation (CDCR) upon release
from custody to parole. Any parolee who violates the rules and conditions of their
release, including tampering with or disabling an electronic monitor, may be found in
violation of the terms of their parole. A specific punishment for such a violation is not
prescribed in law and has been at the discretion of the parole officer or the Bureau of
Parole Hearings.

According to 2012 statistics from CDCR, 2,300 sex offender parolees absconded from
supervision and removed or disabled their GPS monitor. This equates to approximately
30 percent of all sex offender parolees. In the same year, over 2,700 warrants were
issued for sex offenders who were suspected of tampering with or disabling their GPS
bracelet. From 2010 to 2012, the percentage of sex offenders for whom a warrant was
issued for disabling a GPS monitor rose from 32 percent to 55 percent.

Specifically, SB 57 would prohibit sex offenders who are subject to parole supervision
from removing an electronic, GPS or other monitoring device and would require the
parole authority to revoke parole and impose mandatory periods of incarceration for an
offender found to be in violation of this condition of parole. The bill stipulates that upon
a first violation an offender be sentenced to 180 days of incarceration and, upon a
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second or subsequent violation, 365 days of incarceration. SB 57 further stipulates that
these periods of incarceration be served in actual custody and prohibits individuals from
earning any time credits towards early release. As result of AB 109 and the 2011 Public
Safety Realignment, periods of incarceration for parole violations must be served in

county jail.

Consistent with the Board’s August 20, 2013 adoption of Supervisor Antonovich’s
motion to support SB 57, the Sacramento advocates will pursue passage of this
bill.

SB 57 is currently on the Assembly Appropriations Suspense File and will be
considered on or before August 30, 2013. If passed by the Assembly Appropriations
Committee, the bill would proceed to the Assembly Floor and then back to the Senate
for concurrence in Assembly amendments.

SB 57 is sponsored by the Los Angeles District Attorney and supported by: the
Los Angeles Sheriffs Department; the Los Angeles Probation Officers Union; the
Association for Los Angeles Deputy Sheriff’s; the Los Angeles Police Protective Leave;
the Kern County Board of Supervisors, among other organizations. SB 57 is opposed
by the American Civil Liberties Union, California Attorneys for Criminal Justice, Legal
Services for Prisoners with Children, and Taxpayers for Improving Public Safety.

Status of County Advocacy Legislation

County-sponsored SB 360 (Padilla), which as amended on August 6, 2013, would:
1) require a specified State certification and testing process for voting systems;
2) allow local jurisdictions to pilot publicly-owned voting systems; and 3) allow Voting
Modernization Funds to be used for the research and development of voting
systems, passed the Assembly Appropriations Committee by a vote of 12 to 5 on
August 21, 2013. This measure now proceeds to the Assembly Floor.

County-supported AB 1054 (Chesbro), which as amended on April 11, 2013, would
reduce the annual rate increase paid by counties for placements at Institutions for
Mental Diseases from 4.7 percent to 3.5 percent effective July 1, 2014, passed the
Senate Floor by a vote of 37 to 0 on August 19, 2013. This measure now proceeds to
the Governor.
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Status of Legislation of County Interest

AB 300 (Perea), which as amended on August 21, 2013, is an urgency measure that
would: 1) enact the Prepaid Mobile Telephony Service Surcharge Collection Act; 2) on
and after January 1, 2015, suspend the authority of a local jurisdiction to impose a utility
user tax (UUT) on the consumption of prepaid communications service and would
instead require that the applied UUT rate be consistent with a predetermined rate
established through a specified tiered rate structure; 3) suspend the authority of a local
jurisdiction to impose a UUT that applies to prepaid mobile telephony service, access to
communication services, and/or access to local 911 emergency telephone systems and
would instead require the charge rate applied under any ordinance to be at the specified
rates; and 4) specify that a change in a UUT rate or access charge rate resulting from
either the rate limitations or the end of the suspension period is not subject to voter
approval under either State statute or the Constitution. AB 300 passed the Senate
Governance and Finance Committee, as amended, by a vote of 7 to 0 on August 21,
2013. This measure now proceeds to the Senate Appropriations Committee.

Joint Legislative Audit Committee and Drug Medi-Cal

On August 21, 2013, the Joint Legislative Audit Committee (Committee) approved, by a
vote of 13 to 0, a request by Senator Ted Lieu and Assemblymember Adam Grey to
audit California’s Drug Medi-Cal Program (DMC Program) due to alleged fraud and
abuse in the system. At the hearing, Senator Lieu stated that he represents part of
Los Angeles County where many of the alleged cases of fraud occurred. Los Angeles
County was named as one of three counties to be audited with the remaining two
counties to be selected by the State Auditor.

As part of the audit, the State Auditor will review the most recent five fiscal years and, to
the extent possible, identify the magnitude of fraudulent activity related to outpatient
drug treatment centers funded through the DMC Program. Specifically, the State
Auditor will be reviewing: 1) the fiscal impact of any illegal or inappropriate activity;
2) the extent and timeliness of any corrective action taken; and 3) the reasons why
corrective actions may not have been taken. The State Auditor will also seek to
determine whether or not the number of compliance regulators and investigators is
sufficient to effectively address the occurrence of fraudulent activity and to assess
whether there are other significant issues in the administration of the DMC Program and
make recommendations of statutory or regulatory changes that could prevent fraud in
the program.
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The audit is expected to commence in the fall of 2013 and will take approximately four
months to complete.

Attachment | contains the State Auditor's analysis of the above request and the audit
request letter by Senator Lieu.

We will continue to keep you advised.

WTF.RA
MR:KA:IGEA:ma

Attachment

c: All Department Heads
Legislative Strategist
Local 721
Coalition of County Unions
California Contract Cities Association
Independent Cities Association
League of California Cities
City Managers Associations
Buddy Program Participants
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State Auditors

Attaohment

2013-119 Califoraia’s Drug Medi-Cal Program

ANALYSIS OF- AUDIT REQUEST
" August21,2013 -

. AUD‘I’T quuesT

Senator Lieu and Assemblymember Gray are requestmg an audit of California’s Drug Medi-Cal

' » program and a selectlon of county agencres responsible for admlnlstermg the program.
. BACKGROUND

_The Drug Medi-Cal Treatment (Drug Medx-CaI) program formerly under the purview of the
.Califorriia, Department of Alcohol and Drug Prograims, is administered by the. -California

g s —_—
W IEIINIEIVEL e DRI

. Doug Cordiner Chref Deputy

%ﬂ Vﬁi"‘;;':h‘ ' Elaine M. Howle State Auditor

P ACR §4

Department of Health Care Services {departmerit). The department is respon5|ble for providing =

administrative and fiscal oversight, momtormg, and auditing. of statewrde Drug . Medi- Cal

progra m SEN!CES

State law permlts the department to enter into contracts with each county for the provrsron of

alcohol and drug use services within the county service area. Drug Medi- cal substance abuse

stabilizing and rehabilitating persons with a substance abuse diagnosis. If the_county decides
not to enter into a contract with the department,.the department is required to contract for
Drug Medi-Cal services with . certified Drug Medi-Cal providers -directly, through qualifying

" services mclude outpatient’ drug-free treatment, which is an outpatlent ‘servicé aimed at -

individual countjes, or other qualified individuals’ and entities. Counties the departmenti -

those claims are wrthm the establrshed bllhng rates.
Reéent media reports have alleged fraud in the Drug Medi-Cal program stating that clinics

concerned that ineffective oversight and fraud is wastmg taxpayer dollars and eroding pubhc
confidence in the program

‘contracts with are requrred to |mplement ‘and maintain a system of fiscal disbursemeéit and -
" controls over provrders of Drug Medj-Cal services, process rermbursement clalms and ensure

. recruit patierits with no drug abuse history or bill for clients that do not exist. The members are -

555 Capitol Mall, Suite 300  Sacramento, CA 95814 916.445.0255 916:327.0019 fax ~ www.auditor:ca.gov
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m AUDIT SCOPE AND OBJECTIVES

The audit by the California State Auditor (state audltor) will provide independently developed
-and verified information related to the Drug Medi-Cal Treatment (Drug Medi-Cal) program and
will include, but not be limited to, the following:

1.

Review andfevaluate the laws, rules, and regulations significant to the audit objectives.

ldentify the roles and responsibilities of the appropriate state and county level entities
overseeing outpatient drug-free treatment clinics and determine whether there is effective
coordmatlon betweeri these entities.

Determine whéther the policies, processes, and - practices used to approve ehglble'

outpatient drug-free treatment providers are appropriate and effective.

:For a perrod of the most recent five fiscal years, to the extent possrble rdentlfy the extent of .

fraudulent activity related to outpatient drug-free treatment centers funded through the

:Drug Medi-Cal program in Los Angeles County and two other counties chosen by the state
,audltor and for a selec’uon of transactlons determme the following: '

' '(ai) - The fiscal impact of any iIleg’aI or in‘appropriate activity.

{b) . The exte'nt 'and'tvimeline‘s's of any corrective action taken.

{c) The reasons why corrective actions may not have been taken in mstances where there
were none.

Determine whether the nhumber of compllance regulators and mvestrgators is reasohably
sufficient to effectively address the occurrence of fraudulent activity. :

: Rewew and assess any other issues that are sxgmﬁcant to the admlmstratlon of the Drug A

Medi-Cal program and to the extent possible, make recommendations of statutory or

A regulatory changes that may help further prevent fraud in the program

v, OTHER WORK IN THE GENERAL A_REA

None relevant to the Drug Medi-Cal program.

V. RESOURCE REQUIREMENTS

We estimate that this audit would requrre approximately 2,960 hours of audnt work at a cost of
approxmately $316,720 plus travel and administrative expenses and the costs related to an
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outs_idé consultant, if necessary. We will conduct this audit using our existing'budget authority
to the extent funding is available for audits approved by the Joint Legislative Audit Committee.

VL. REQUIRED DATE OF COMPLETION
The members did not request a tompletion date for this audit.
ELAINE M. HOWLE, CPA
State Auditor
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August 7, 2013

Members of the Committee
loint Legislative Audit Committee 2013-119
1020 N Street Room 107 .

‘ 'Sacramemo, CA 95814

Dear Chairman Gray,

| respectfully request the Joint Legislative Audit Committee approve an audit of California’s Drug Medi-
Cal program and a selection of the county agencies responsible for administering the program. Recant
investigations by CNN and the Center for Investigative Reporting (CIR) have exposed potentially massive
fraud in the Drug Medi-Cal system. {Attachment 1, CNN Article, “Rehab Racket: Frauds, felons, and
fakes,” July 29, 2013; Attachment 2, CiR Article, “Californid rehab clinics bill taxpuayers for foke clients,
additions,” July 29, 2013). Drug Medi-Cal has undoubtedly helped countless numbers of people recover
from substance abuse. Ineffective oversight and fraud in the system, however, siphons funds away from
legitimate clinics, wastes taxpayers doltars, and undercuts the public’s support for the program.

1 represent Los Angeles County, where many of the examples of fraud apparently occurred. One
counselor told invastigators that “fraud was rampant from Long Beach to Los Angeles.” (Atch 1),
Another “speculated that we were seeing the tip of an iceberg ... | would have sald 50 percent of the
programs out there are potentially fraudulent in L.A. County.” {Atch 1). One example involved a drug
rehabilitation clinic that saw approximately 30 patients but allegedly billed taxpayers for 179 patients.
(Atuh 1), Otherexamples allegedly involved clinics paying patients to show up so that the clinic could bil
more to the state; counselors abandoning sessions; clinics billing for people who had no drug problems;
and clinics billing for dead people. {Atch 2).

For many years, | have advocated rehabilitation as a crucial tool In helping to mitigate California‘s
problem of prison/jail overcrowding and high recidivism rates, The alleged fraud in the Drug Medi-Cal
program is not only outrageous, but potentially damaging to efforts 10 utilize rehabilitation as a solution
to California’s incarceration and drug abuse problems. '’ ’ .

The audit will help give policymakers the information necessary to change the system and restore the |
public’s confidence in a vital program. The audit should include at teast three counties: Los Angelias



County, and two others chosen by the State Aud}tor‘, and should addreSs, but not be limited to, the
following: - ' .

1. Examining the last five fiscal years, determine how extensive is the alleged fraud refated 1o the
outpatlent drug free rehabilitation clinics with respect to the Drug Medi-Cal program, and to the
extent possible, determlne the fiscal impact of the fraud. .

2. Ininstances where rehabtl)ta’tion clinics were found to have engaged in illegal er inappropriate
 activity, was corrective action taken on a timely basis. i not, why not?

3. Determme the effectiveness of the process of coordinated oversight between state and county
regulators Isit confusmg and conflicting? What- changes, if any, should be made to reguiatory
oversight pohmes? ' :

4. How effecttve is the process to ensure that felons and other prohnblted persons are hot
. approved to run some'of ’these cllmcs?

'S, Arethere enough regulators and invesxigators to adequately prevent fraud from occurring?

6. What laws or regulations need 10 be changed to prevent further fraud-in the Drug Medi-Cal -
program'-’ :

" Thank you for your consideration of this request.

Sincerely,

- Ted W, Lieu - o Adam C. Gray
State Senator ' Assemblymember
Attachments

1. CNN Article;, ”Rehab Racket Frauds, felons, and fakes,” July 29, 2013
2..Center for Investigative Reporting Article, "Cahfarma rehab clinies bill taxpayers for fake clients,

additions,” July 29, 2013,
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Rehab racket: Frauds,' fefons and f'akas ’

July 30, 2013 : '

{CNN) — Next to 2 smoke shop deep in the San Fernando Valley, empioyees at, Abfe Family Support pull back the metal gates and
apen the doors to catch an unfettered flow of government money.

The dlinic, reimbursed by taxpayers for each client it sees, offers in-person drug and alcohof counseling. -

And Able Family is thriving, accordmg toits bmmg records. in real life, on this hazy Scmthem California day, business froves ata
slower pace. -

No more than 30 people trickle into the rehab enter uniil the doors are locked 10 hours later. Unbekruownst to ctmrc statf, reporters
were stationed in parked cars counting the people who eame and went on Aprit 4. e

* The counting resumed & month later when the clinic submitted its biil to Los Angefes County seeking rexmbursement — ot for 30
people, bist for 179, The government protptly paid it — ss 400 for clients Able Family reported it saw Aptil 4.

Troubled drug rehab dlinics in a rehab racket plagued by regulatory holes, paperwork trumps reality, 2 yeauong investigation by The
Center for Investigative Reportmg and CNN has found.

Thousands of pages of government records and dozens of Interviews with counselors, patients and regutators reveal 5 widaspread
scheme o bilk the State's Meadicald system, tha nation's largest. The popu!ous Los Angeles yegion is one of the nation's top hot'spots
far health care fraud, and former state officials agree it is also grotind zero for the rehab rackef.

Drug Med!-Cal paid out $94 million In the past two fiscal years to 56 dinics In Southern California that have. shown signs of deception
or questionabie billing practlces, representing half of all public funding to the program, CIR and CNN found. Over the past sixyears,
more than half a billion dellars have poured ino the program statewide,

The simple stakeout on April 4 raises questions about the adequacy of government overslght of the program to help the poor and

addicted, built on an honor system In which honor often is lackmg Oversight is marred by mfrequent and cursory inspections and by ..

" a failure to act even when red flags appear.

Government officials who try to root out fraud clash with weak regulations, hureaucratic apathy and corruption in thmr own ranks:
Once open, bad clinics rarely are shut down. CIR and NN identified 2 dozen clinics caught cheating the system that notonly
remained in business, but alss were rewarded with moreé public funds.

When told of the April 4 stakedut at Able Family, county regutators said they now have questions about.whether the payiments were
legitimate. The findings merit a closer review but “look very incriminating," said a spokeswornan for Los‘Angeles County s substance
abuse department. Able Family operates a smail satemte clinic near dowmown, the county noted ~ * but a securiry guard there said

" about 25 peaple came to that office each day.

The dlinic's directar, Alexander Ferdman, would not explain the discrepancy.

1 cap't explain, because you will cut and paste and edit, and-my answers will be to a totally different yuestion," Ferdman sald ina,
telephone Interview, before hanging up,
CIR and CNN have exposed how clinics use coerclon and forgery to defraud a taxpayer-funded program meant to help struggling
addicts. The Investigation also found that people ingligible to run Medi-Cal dlinics d!d not Just shp through the cracks —they wa!ked
through doors regulators left wrde cpen.
Sorme naver should have been alfowed in. .

-Felons are supposed to be blocked from running clinics. That didn't stop Ferdman. He entered the rehiab racket two years after
Jeaving @ Texas prison, where he served time for orchestrating an organized crime scam, Qver the course of a decade, he built his
clinic into a $2 million-a-year operation — all from taxpayer inoney.

“Thiose on the Medicaid blackiist aren't aliowed 1o bill for rehah funds, But George Hobno did so repeatedly. Coavicted of defrauding
the student loan program, llouno was barred from collecting a smgle Medicaid dolfar. still, the state and cOﬂntY paid hfm imore than
amillion.

Clients who went to GB Medical Services in Lang Beach and counselors who worked there described years-of graft flouna and his

staff bribed clients to show up, they clalmed. Coursedors fabricated therapy sassions that never took place.

One counselor told state investigators that such fraud wés "rampant from Lohg Sedch to Los Anpeles,” credmng the scammers'
"success to the Incompatence of the .. audxtors," an arrest daclaration says. .

* Federal Médicaid authorities place rasponsibility for safeguarding taxpayer dollars squarely with California’s Department of Health

Care Services. And a year after CIR filed its first publi¢ records request abaut Drug Medi-Cal fraud, the department moved eartier this

fronth to temiporatily cut funding to 16 rehab clinics! :
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Bist according to interviews with former state officials, the department has fielded concerns about refiab clinic fraud for at least five
years yet has done almost nothmg to combat It
~gveryone tatked the talk, everyone was tero tolerance for fraud and abuse, but na ong would do anything about it sajd Joy Jarfors,
who ritired in 2010 from a manager posrtion atthe Department of Alcohol and Drug Programs, whuch shared the job of clinic
oversight until last July:
Responsrblllty for policing Drug Medi-Cal Is split. The state certifias the clinics, but tounties hdndlethe money and shoulder the
finandial risk when mistakes are made, Both county and state analysts audit the chnlcs annually. :
To many inside government and out, It has not been clear who's in charge. In that vacuum, fraud has thrived, )
"The alcohol and drug department this month merged with the Department of Health Care Services. Diana Dooley, secremry of the
governor 's Health and Human Servlces Agency, has overseen both departments smce December 2010 but declined 10 gwe a sit-
) down. interview akiout what went wrong. - :
“Ina statement announcing the ternpnrary suspensicms Department of Health Care Semces Diredor Toby Dnuglas said the 16 clmic
sites have been referred to the state’s Department of Justice, On Wednesday, the health department's chief deputy dire: stof, Karen
Johnson, said her staff also would be "fanning out statewide 10 review every rehab facllity.”
Douglas’ deputy in charge of audits and investigations, Bruce Lim, sald the action was spurred by rnedia mqumes, one of many ways
regulators identify problems, Invedtigators are reviewing issues ralsed by CIR and CNN Includling cluestsons about clinics with felons
at the helm, he added.
"That's a top priority for us-and a concern," Lxm sa.d
Lim, wha has been the investigations chlef.for thrae years, said he could not identify the ¢linics or address cr:tnc}sm that hh
department has long ignored the problem.
™ can't spezk for the past,” he sald.

Past fraud conviction

On Septeniber 29, 2003, a state alcohol and drug program analyst arrived at a busy Panorama City strzp mall to certify th»e state s
newest Drug Medl-Cal clinlc, Al Able Family Support. :

Karen Morrison scrutinized the governing bady's meeting schedule and reviewed staff résumes Records from the visit offer no hint

-  that she asked -- or knew -~ about the criminal record of the man who greeted het.

Morrison, now a real estate agent, sald she does not recall the visit or a provider with-a felony history. -

But Alexander Ferdiman was on parole atthe time, havmg served one year-of 2 seven-yearsmtence for engaging in u:rgamzed crime.
prosecutors In Texas.had pegged Ferdman as the rlngleader of a scam: Ihat robbed autd insurers.of tilllions, An tndictment from the -
‘fravis County district attorney's office saysa team of fixers staged crashes and recruited actual crash victims as pawns to generate’
.fake legal and medigal bilis. :

One witness described Ferdman as the man who paid off operatwes from a briefcase fuli of cash.

Although the state can grant speclal exceptions for felons to be Medi-Cal providers, it doesn't appear that regulators did so for .
Ferdman, When he moved to California to opena rehab clinic, nathing in state records indicated that regulators knew, about
'Ferdman s orgamzed crime convietion.

A standard form in 2003 asked about clinic leaders' convictxons, but missed the mark, anqunnng only about fraud agsinstthe
government Ferdman defrauded private insurers, And by late 2011, when Ferdman was asked in a routine dasclosun e form whether
he had been convicted in the last 10 years, he could honestly respond "no.” '
Ferdman told reporters that he accépted a plea agreementin the Texas case because he was facmg "99 years." He denled.any
wrongdoing.

"There was no fraud, and there was no record ofitin any way," Ferdman sajd "I's 3 very long story _

Soon after the state cleared his rehab center to open in 2002, Ferdman made some questionable spending decisions.

A stata review of the center's 2004 budget revealed that pubhc funds interided to help low-Income addicts covered $10,0001n gifts
and travel, indluding $605 spent at a Palm Sgrings spa resort, a $586 crab feast, $108 for flowers and a Batty Boop souvenir,

In his written response to state auditors, Ferdman defended the spendlng as "business purchiases” necessary for "promoting and .
outreach for the clinic.
: Taxpayers also spent §2,000 a menth on car expenses for Ferdman and Able Family's co-foundel Leonld Aksert, rer dman told

_ auditors that the travel stipend was approved by the center's board of directors. State records show that the five-member board
included Ferdman, Aksert and thelr wives. i . o oo
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State audrtors asked Los Angeles County to repay the state 568, 000 provided to Able Fam:ty in 2004. UEtxmately, Able Famity repaid

half of the money the state wanted back. ,
That wouldn't be the last time Berdman and Ahle Family came to the attentlon of audxtors

Medieal license denied, chmc approved .
Rebecca Lira was disgusted in 2001 as she watched fraud seap into the rehab system she had helped budd wo decadgs before. 1
really wanted to close all of them down, bust all of them, it you will,” she sald.
A deputy director with the state’ Department of Alcoliol and Drug Programs, Lira dedded to confroat the problem by snlhng beople
who applied-to auhch new clinics oL
- !" She sald she called appllCants and Quizzed them about thely treatment phzlospphy Many hung up and calfed back ina haif»hour thh )
- answers. ‘Others just hung up. "Those are the fiy- by-mghts ~ thiosa are the programs that are, m my optmon abusing th= wstem, ’
. Uragald . T R . . " .
" Oneof the prowders she quesmoned was the program dxrector at GB Medical Semces, Georg»b liouno. Lira concluded thathe had -
"no ¢lue," records show. - .
llsuno's probiems ran much deeper than litited knowledge of addiction treatment
State medical regulators had biocked llouno from becoming a physzc:an s assistant in 2001, noting that he had been convictad of
lying on student [oan applications; The medicat board concluded that louno's “multiple acts of wrcmgdomg demanstrated an
ongoing pattern of fraud.”
As a result, the inspector general for the federal Health and Human Services Department put floune on its black!!st, pt evehting him
from billing Medicaid, State Medi-Cal authorities added him to their banned list as well.
Lira's staff vetted GB Medical Servites after liouno and his wife, Benedicta, co-founded GB Madical In june 2006, Requil ed
paperwork filed two months later asked diractly: were any of GB Medical's owners suspended from billing Med)catd or comm:ted of
mlsdemeznor government fraud?
Benedicta flouno indicated she was the sole owner and had a clean record.
Lira's staff, busy asking the couplea for staff résumés and a detailed budget, had dommentsvdetamng George flouno’s co-founder
role, But thera is no record that they fallowed up.
By late 2007, the llounos were in business, according to 3 letter signed by Lira staffer Allen Scott, a hcs-nslng and certification
supervisor, Former staff members say George llouno ran day-to-day operations. e .
And, they say, the rehab clinic was scamming fromn the start,
Counselor Art Hifl filed a complalnt with state regufators ir: 2008 charging that staff pa;d young women 530 to 340 to sign papers
saying they were getting drug caunselmg at GB Medical.
Hil's concerns-eventually would be validated after his comp}alnt touched off a cnmmat probv that led to plees of no contest bY three
employaes this year. But back’ En 2008, a state alcohol and drug proaram mvesugator deemed his clairns unsubstantiated after S
interviewing staff and clients,
The addict-turned-counselor told CIR that dients spoke openiy during hls group therapy sessions abeut being paid to attend. Hill
included thelr cémments in his wnte—ups onthe sessions, but he saxd George flouno ordered hlm 0 substitute made-up tales of
addicts striving to get sober, . .
One time, Hill said, iouno asked him to giftwrap hottles of alcohof, mcluding Hennessy cognac, for the rehab patients. Hill said he
warn't work in Drug Medi-Cal again after seeing clients exploited. :
“As far as staying sober or trylng o be cléan," he said, “the program is not helping them."
On behalf of llouno, Mallbu crimina! defense attorney, Robert Helfend denled that rehab dients were given alcohol or that session
notes were changed. He did not address the claim that chents were paid, but denied that "elients cemandad rising $ums of money or
financial favors.” . . .
Kanisha Dickerson insists she and four of her teenage children each received at least $5 WhéﬂEV&T they attended caynse ling sesstons
at GB Medical In 2008, Hourio would sometimes calt her into his pffice and pay her himself, she said. .
Her daughter, Darshaye Miles, 19, said she bought marijuana with the $5 she earned going to rehab. Little counseling or guidance
was offered, she seid, even to people who neaded it. .
"I really want the world to hear the story about these alcohol pragrams because | think that they Iust scam,” Miles said, hey {are)
just doing it to get their money.”
The state's probe of GB Medical cormnued for half 3 decade, while more than 51 mimon in Medz-ﬁal funds went to the operatlon In
that timeframe, &t !east 15 state and county officials signed off on certlf'cations, reviews and funf‘jmg increases.
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Once the state Department of Justice launched a formal investigation in 2008, aumompes cm.ld have fol!owed a state law bal)mg on
them to suspend Houno's Drug Medi-Cal operation, But they didn't. - )
Even after 3 Deparument of Justice investigator served Los Angeles County with 3 court order for the clinic's financial records in

2010, the county gava GB Madical a $90,000 annual raise. Itg taxpayer funding reached $440,000 last year..

John Viernes Jr., director of Substanee Abuse Preventlon and Control In Los Angetes County, sald he ppproved the ralse after 2
Department, of Justice agent said the investigation was on a back burner and might be closed. .

Viernes also said he 1ook inte account the fact that his auditors didn't find anything ineriminating in.thelr own annual review.

" This March, Nouno was charged with Medi-Cal fraud, grand theft and giving kickbacks, Three counselors were charged with fraud

and grand theft; 2 clinic driver was charged with paying k;ckggcks The arrest declaration included an analysis of bﬂlmg tecords for
the fiscal year ending in 2010, Which found $64,400 had been obtained fraudutently .

flouno has pleaded not guilty. His attorney, Helfend, said in a letter.to CIR'that counselors acted w}thout GB Med}cal"' knowledge or
consent GB Medical, he added is. prepared to work oha repayment plan, it that becomes necessary: :

; of the counselors charged two pleaded no contest to felony Medi-Cal fraud The driver pleaded no. rcmtesn t0a misdemeanor

charge of paying kickbacks, and the fourth staff member has not yet entered a plea.-
After Houno's arrest, GB Medical remained open and continued collecting pubhc funds. its billing ¢ lowed dramat!cally, though, with
three clients one day and five the next. . . '

" Asked why fundmg had continued, Los Angeles County spokeswoman Lydla Becerra sald her department was unaware tnat flouno
] had been arrested. .

Approached by reporters in-the parking lot of his Long Beach elinic In April, “liouno declined t.comment and hopped in his Mercedes,
his tires squeahng as he sped away. In July, 2 sign posted on GB Medical's door said the clinic no longer provides Drug Medi-Cal
services. ’

D:fﬂculty policing fraud .
Around the time the state alcohol and drug department cleared GB Medical to operate, the nnly Fulthme mvestlgatm' onthe

gepartment’s team was growing dismusioned
That was in 2008, a turning point in state overs:ght Soon, the Iarger Department of Health Care Services would gam more wontro}
through an unusual series of events, but It would wait years ~ until earlier this month -- to initiate major changes.

. Drug and alcohol lnvestxgator Loma Flores recalls turning down bribes from clinics even as she tried to clean up the program.

.........

"t speculated that we were seeing the tip of an iceberg,” said Flores, who today works inthe private rehah sector with ke former
boss, Rebecca Lira, "At that time, | would have said 50 percent of the programs out there ariz potentially fraudulentin LA. County.”
Flores Jeft state service soon after Llra in 2008, dlsheartened that she could not seem 1o solve the problem.

Then, things tooka strange turh,

Gary Goethe assumed control of the small Drug: Medi-Cal mvestlgatxons unit. in 2008, the FEI arrested hlm on chargps of extorting
cash from a clinic owner. Goethe pleaded guilty but characterizes his actions as trying 10 root ‘qut fraud through an overzealous

sting. . . .
"l was really trying to-elicit wrongdomg from prowders " Goethe sand inan mtemew. "{ was left out to dry by mvself withno -
Sup.p.ort from The departmem.bn mvfmud_effom_u P D e T T T T RN DT R S T L e et

Karen Johnson, the chnef deputy director of the Department of Health Care Services, said Goethe's arrest undermmed investigative

efforts. -
After Goethe's arrest; a state drug and alcohol ofﬂcial ordered staff to stop passlng cases of suspacted fraud directly to criminal
investigators. Instead, cases would be referred to health services, which would decide whether to refer them to law enforcement.
Ilarfors, then the Drug Medi-Cal supervisor, said the edict-pushed her staff too far from the action of prosecuting fraud,

Little had come out of-monthly anti-fraud meetings led by investigation leaders in the Départment of Health Care Services, Jarfars
claimed. "We practically stood on tables just sereaming, we- brought it up at every opportunity that we could, and nothing would be
done," she said,

. Dan’el Steinhart, Jarfors* boss, agreed that the anti-fraud mestings were al) talk and no action And he said he knows has order to
" shift decision-making to the Department of Heaith Care Services dlsappomted his staff, Thay belteved the larger department viewad

rehab clinlc cases as minor compared with other health scams. .
"The general belief was (the rehab cases) were smalt potatoes — they weren’t interested,"” Steinhart said. -

. Funding hard to cut off
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The head of L.A. County's substance abuse department for five years is at once part of the problem and part of the solutmn

John Viernes has worked with other county substance abuse leaders to point out ﬂaw; in the Drug Med} Ca! cournsehng program and
has advocated for other styles of treatment proven 1o turn around lives,

But he's also signed off on raises Tor providers repeatedly accused of cheatmg or caught in, deceptlve billing prac'dces

Vietnes says he has little chojce. .
The state allows almost anyone to open 2 clinic, he said. And once it's running, owners are entitled to public funding for a5 rany
patzents as they s:gn up under a 1994 court ruting, Sobky v. Sraoley, which establishes Meadi-Cal pattents' right to drug tr eatment
The county accordingto Viernes, is obligated 10 contract with state-certified chmcs and sign off on their funde
. “Thisprogram is ;ust not welf run,*. viérnes said of state oversight: . . . :
Viernes' deputy M;chael Ker!' superwses 3 staﬁ of seven "contract monitors who' mspect 120 counse!lng chmcs annualby, pius 20
more methadone chmcs. Each glintc may have one br more s1tes, some have rdore than adozen: > -7 ° -
Around the’ state, Drug Medi-Gal dlinfcs submnt bills abd. regutarly iécelve payment fronrthe count!es thhm 'weeks. State and county
auditors discover taxpayer money has been squandered only If they later review the thinics' cientzharts,
" The county's enforcement vigor has waned considerably in recent yeats: Viernes signed off on a bijz of nine contract termmahons in
2009, shutting down one Wilshire Bouleverd climc that paid two cllents $20 each to sign admission paperwork used to Fe'nerate
© $11,000 in bifis for phantom care. .

His team cut off another pair of ¢linies -~ in Los Angeles and Compton — caught billing for thé same clents’ care at the same time,
eight miles apart. - :

Even as complaints and evidence of cheating piled up, the county pulled back - and closed no dimcs this year. Viernes said oﬁ‘cxa!s
have shifted toward helping chinicsi improve when they fait to meet standards. :
The state alcohol-and drug department has suspended or terminated certification for at feast three cltmcs slnce 2008, under a state
law that catls for such action during a fraud probe. The Departmem of Health Care Services declingd to identrfy any cases in which it
had ¢ut off a clinic until xts crackdown In July. .

. Funding still flows
Seven years after Alexander Ferdman had his Palm Sptings spending spree, audltors inLA. County began to questlon whether some
of the counseling sassions at his dlini¢ actually toak place. )
Able Family billed for a group therapy sessnon held on a Sunday when the counseﬂng center was closed, according toa July 2011
county’ bxlimg review. The 10 a.m. on-site review also turned up notes recountmg results of a group therapy sesston that had netyet
been held. . .

Despite having funds at Able Family Support docked by regulators twice, fora Palm Spﬂngs spendmg spree. and fraudulent bﬂllng,
Alexander Ferdman contlnued to drdw.increasing amounts of takpayer money — up to $2 miffion this year. (Photo: CHNJ

County auditors issued a report warning Ferdman that the county considers stich findings evidence of “fraudulent practices” and
that the clinic could fose its contract, The county ultimately docked him $7,000.

" And then the funding boosts came. vi ernes approved an increase in Able Family's fundmg from $4.6 raillfan in 2011 to nearly $2
milfion in 2013, Ketr, the county's Drug Medi-Cal superwsor, said sucn funding increases are appmved routinely i efinics fixproblems
cited in audits, .
When reporters laid out the results of thelr April 2013 stakeout to county regulators, officials pledged to follow up. County auditors
went out to.dig through psperwork at the clinic last waek, only to find Able Family dlosed,
The dlinic’s medical director, Dr. Howard Ofiver, told CNN that Able Family had been suspended by the state a month after
reporters confronted Califarnia’s top health official abouit Ferdman s record and after the county was notiﬂed about the stakeout
results. -
The doctor praised Ferdman, saying he was helping pecple and “f've never seen Kim do enything wrong.”
Back In Texas, defense attorney Barrett Hansen was hemused to fearn of Ferdman's 10-year career in government contracting.
Hansen worked as a prosecutor"on Ferdman's Insurance fraud case,

" Mif the'state of Catlfornia is willing to throw money at him," she said, "he's willing to catch it."
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", California rehab chinics bt taxpayers for fake clients, addictions

Jul 29, 2013

Victaria Byers did not drink alcohol. She did not abuse (drugs, But when shewas a teenager In fostey care, several mes a month she
would board a van at her group home and go to rehab.

Byers cauldn't figure out why she had to take drug tests and sit in group therapy sessions on .add:ctlon at So Cal Health Sennces a .
clinic tucked in an ofﬁce park In Riversids, Calif. .

"And | told them, you know, ‘Why should I be here? | have no drug Issue,”” sald Byers, now a slow—to—smxle zz-year-old.

The director of Byers’ group home conflrmed Byers was clean but said she sent all six girls under her tare 1o the clinlc because she
didn’t have enough staff to separate those with substance abuse problems.

The arrangement was strange. It was also a scam. .

$o Cal Health Services was rlpping off taxpayers, part of a pattern of fraud by rehablhtatron clinics that collect government funding
to help the poor and addicted, a yearlong Investigation by The Center for Investigative Reporting and CNN has found. The
investigation, which included undercover surveillance and stakeouts, uncovered a rehab racket that continues to this day.
Thousands of pages of government records and dozens of interviews with counselors, patients and regulators reveal a widespread

scheme to bilk the state’s Medicaid system, the nat;an s largest. wnnesses to the freud laid out its inner workings in minute defadl, |

some speaking of it publicly for the first time. N

‘In the underhelly of the Drug Medi-Cal program, clinics pad dient rolls By disgnosing people hke Byers with addict:ons they don’t

have. They round up mentally ill residenits from board-and-care homes to sit in therapy sessions they can’t follow. They lure patients
in from the street by handing out cash, cigarettes and snacks. They have patients sign in for clays they aren’t there.

- 'One Inglewood dlinic fabricated notes and bilied for “ghost clients” who never came in. They couldn't show up, 2 courselor

discovered: Some were behind bars; one was dead.

Rehab by the numbers inset

. Even caught redshanded, operators have polished techniques o ward off officiat scrutmy anhd keep the money ﬂowmg One Los
" Angeles County clinic darector lodged 2 complaint against 2 govemment audxtor, and another cajled on a local lawmakaer for, help. In

both cases, it worked. .

The populous Los Angeles region is.one of the nation’s top hot spots for health care fraud and former state officials agree itis also-
ground zero for the rehab racket. . e

Drug Medi-Cal paid out 594 million jn the past two fiscal years t0 56 cllnu:s in Southern canfornla that have shown signs of dereption
or questionabie billing practices, representlng half of all public funding to the program, CIR and CNN found, Qver the past six years,
more than half a.billion dolfars have poured into the program statewlde,

Following a year of public records requests and questions from CiR and CNN, state regulators announced a crackdown in mid-July.
The action came two and 3 half weeks after reporters submitted a final list of their- findings.

The state Department of Heaith Care Services temporarily suspended 16 clinics suspected of flouting the Jaw and pledgud o ﬁghten
oversight. Officials wou}d not identify the targeted clinics, saying the Infermation would comproniise the Investxgation.

Bur veteran operators have become adept at sidestepping trouble, .

Among them was. Tim E;mdu, who ran the clinic whére Byersvictoria Byers— A 22-year—old \Mho was sent to rehab at 5o Cal Health
Services as a teenage faster child in 2 group home even though she didn"t have an addiction.

Nearly one-third of the foster children who showed.up at Ejindu’s clinics In Riverside and-Pomona had no drug or alcohul probiem;
estimated TaMara Shearer, a former addict who worked #s a supervisor. -

“Any loopholes, he knows how to find them. I've watched him do it,” Shearer said. “He thinks Amencans are dumb Y

Unider pressure to diagnose teenagers with fake addictions, counselors at the clinics reverted to racial stereotypes, according 1o
Shearer. They labeled white teens as alcohol drinkers and black or Latino teens as marijuana smekers, she said.

Ejindu did not respond o an mterv:ew request or a letter outlining aflegations agalnst him. When contacted by reparters at hlS clinte,
he declined to.answer questians, closmg the clinlc door and refusing to reopen it.

Joy Jarfors, a manager with the state Department of Alcohol and Drug Programs until she retired in 2010, said “fraud and abuse (are}

" rampant” in the system,

“'m not the employee anymore that has to lookat thls every day, but'ma taxpayer that knows that thisis gelng on,” Jarfors said.

“it angers me. And there's story after story after story about Medicaid dollars being cut frorn people who need tha services.”
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. Thacost of famng to treat addlcts is high. Drug overdose and excessive alcohiol consumptmn are among the top causes of premature
death in Los Angeles County, killing two people nearly every day. Statewide, the Léglstative Anatyst’s Office has fond ta,(pavers
spend more than $1 billion a year on hospital stays related to substance abuse for those oh Medi-Cal.
The rehal centers promise a chance to start.over in their very names, which include phrases Inke “new hope,” “new beﬂrnnmg,
_ “renew” anhd “U-tuen.” But they don't always deliver.
Vredette Hawkins was one womah who could have used some help. The South Los Angeles mather of four smoked marifusns and
was under scrutiny from child welfare offictats, she sand after someone accused her of using methamphetamine. .
She went 10 2 nearby Drug Medi-Cat clinic & year ago to get counseling for depresslon She encountered a chaot:c free-for-all, a chmc
fitled with people who came only bacause they wanted money. .
At Basen Inc., clients received-$5 each tirme they showed up, she said. Hawkins said counselors often abandoried group therapy
* sessions after 15 minutes, leaving clients to ¢hat about sexual exploits and getting high. Two former Basen employees also tn!d CIrR
that the dinic pald clients, although one sald that the’ prac'uce stopped amid worries about getting caught, .
A county investigation {ast year found ”extremely serfous violations,” such as falslﬂed paperwdrk, but couldn’t substargiate
allegations that Basen was paying clients. ;
“The only one that’s baszcauy heneflting from all this,” Hawkins said, “Is ... :he parson that’s runaing the program.”
Bassey Enun-Abara, the counseling center’s executive director, sald he does not pay cfients and disputed Hawkins’ description of the
clinic. “I can‘t believe a client would telt you that,” he said. . :
As director of the state Department of Health Care Services, Toby Douglas has primary responsibility for MPdPCai mc!udmg the
rehab system. Dougias, appointed by Gov. Jerry Brown in 2011, decilined repeated interview raquests.
Douglas’ boss, Secretary Diana Dooley of California’s Health and Human Servicas Agency, also declined Interview requests.
Approached by CNN In June outside a public meeting in Sacramento, pooley headed for a restroom, which was locked.
She then said: “The state of Californta takes fraud very seriously, and there are many: mves’hgaﬂons that are underway. The
allegatians - all aRegations are given full and fair consideration.”
Dooley added that her agency’s fraud and mvestlgati:m unit is “one of the hest in the country * She ended the brjef COHW’I‘S&UOH
with, “That's 2lt | have to say.” : ]
Asked again whether Dauglas would sit down for an interview, as she stepped into an elevato r, Dooley put her hand over CNN ]
camera and cailed for security. Later; her spokesman offered a'sit-down interview with Douglas if CNN dlscarded the foatage of
Dooley. ENN and CIR would not agree to that condition. '
A month later, Douglas announced his crackdown,
The agency's chief deputy director, Karen Johnson, declined to dlscuss accusatlcns about speczﬂc clinies and acknawledgq.d that the
state does not yet “know the expanse of the problem.”

‘Unteachable cllents .

Addiction counselor Tamara Askew discovered something wrong soon after sha started working at Pride Health Services
Inglewood, southwest of downtown LA, in 2009.

Askew grabbed a stack of files and began contacting patients to. mtroduce herself. That was harder than she had figured.

Some were in jail, Askew said. Saveral never showed up, One man she reached out to was dead.

“After that, it was !tke, ‘Are you knddmg me? ¥ Askew sand in an interviow. “God rest his soul but, Pm fike, ‘How are you billing (for

him)?¥ 7 -

When It came time to bifl Drug Medi-Cal for services rendered, Askew said her boss, Godfrey Nwogene, wanted her o submit
paperwork showing that all of those clients, living and dead, had been attendlng coupseling sessions. :

The more cllents Pride Heajth Services reported traating, the more money it could charge the govbrn ent.

*He basically said, ‘How:do you think you're going t6 get paid? ¥ Askew said.

When Askew would not sign off on b:ll‘ng far chents she hadn’t seen, her boss unplugged het computnr, ‘she said, and told her to
leave. -

Askew sued Pride, claiming she was fired for refusing ta falstfy records. Pride Health Services contended In court filings that Askew
was laid off because there wasn 't enough work. Askew and Pride eventually settled, and a judge atdered the clinic to pav her
$15,500.
The clinic kept reaping more than $800,000 annually in goverament fundmg, desplte persistent aflegations-of fraud and seriotis
" violations docurhented by auditors,
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This year, a whistle-blower told Los Angeles County officials that Nwogens still was bilfing for “shost clients.” When cerifronted by

county regulatars, Nwdger}e and his staff denied wrongdoing. ) . . ;

Without hard evidence, auditors couldn’t substantiate the allegatipns. They might have had miore luck if they had visited Pride on a

Wadnesday. . i ’ : ’ -

inside Pride’s Inglewood clinic; between a dairy thart and a gas-station on busy Crenshaw Boulavard, 2 small Jobby was émpty April

3, save for.artificial plants and a_19905—ei"a anti-alcohot poster.

A raceptionist told reporters there were.no counseling sessions that day. i

The office offered no group therapy on Wednesdays, she specifiad, in an exchange caught on a video camera hidden Ir: 2 watch.

- Yet billing records obtained hy CIR and CNN show that Pride Health Services charged taxpayers for counselirig 60 people at the clinic

_ that day, at a cost of about $1,600. The clinic was relmbursed for 62 patients the foliowing Wednesday as well. ..
Nwogene, whose salary has reached as high a5:$120,000 a year, did not respond to requests for an interview or to a letter seeking
responses to specific aflegations. When reporters asked for him at Pride’s lnglewooii.qlinic, a staffor denied wrongdoing. Workers )

then called police and ciosed the office mid-day. -

Fake diagnoses among foster children - . ) A
. In Calfornia’s public drug rehab program, clients equal cash. State and federat taxpayer money: flows to the local privately run clinice
based on the number of people they serve. The counseling is free {o those on Madi-Cal. .
California spent neatly $186 million on the program in the pasi two fiscal years, according to figures from the Department of Health
Care Services. That doesn’t Include methadone dlinics for heroin addicts, a separate wing of Drug Medi-Cal.
The state has the nation’s largest population of people who qualify for the benefit, a pool polsed to grow sharply under the:
" Affordable Care Act. But recent history suggests that expansion might shovel more funding to clinizs that game the system.
A specialty of So Cal Health Services, the Riverside dlinic to which Victoria ByersVictoria Byers — A 22-year-old who was sent 0 rehaky
at So Cal Health Services as a teenage foster child in a group home even though she didn't have an addiction, was sent, was '
diagnosing foster-children with _fabrica'ted drug and alcohol probiems and billing taxpayers for the unneeded services, acoording to
former employess and whistlé-blower complaints. . _ T
The clinic bilted Riverside County between $31 and $75 for each counseling session a child attended, documents show.
“You'd have to make up a summary of them trying this drug and make up scenarios of how they tried #t, how they gotit,” sald
Nadine Cornelius, a former counselor. “It was alt lies.” ' : .

Cornellus tried making her group therapy sessions gducational, she said during an interview at a diner near her San Barnardine -
 County home. But eventually, she gave up. Instead, she said she let the teenagers play bingo and watch movies:
An anonymous whistle-blower told county officials that So Cal was payidg group homes for “access” to the foster children. Byers’
group home director, Angelina Farmer, told CIR that wasn't the case, - '
Riverside County cut So Cal Health Services’ contract in 2010 because so many of Its cllents had drepped out. That failure was easier
to prove than the fake diagnoses of teenagers, according to Karen-Kane, the county’s substahce abuse program administrator,
Kane said her agency was especially concerned that a false addiction diagnosis could negatively affect tha foster children later in Gfie.
“Our goal was 10 5top them from harming people and get them out of the business — and that's what we did,” Kane said.”
By then, the county already had pald So Cal $1 mifiion, dating back to mid-2007.
After the closure, dinic director Tim Ejindu moved some staff mentbers from Riverside to his ather dinic in eastern Los Angeles
County. There, under the red-tiled roof of the Pommona Alcohol and Drug Recovery Center, problems persisted. - o
Shearer, tha Pofvona canter’s assistant program manager before she feft last year, said the overriding goal of the oparation was to
- “got money.” Staff billed for therapy that didn’t happen, she said. They billed for clients who didty’t show up, They bitled for pizza
partles and basketball games as if they were counseling sesstons. N A
Efindu was authoritarian ahd intimidating, sald Shearet, who worked for him for six yéars. Inexperienced counselors'maling $9 an
‘hour were under constant stress, she said, caught between dolng soimething unethical and losing their jobs if they refusad.
“And he made It very clear that your job depended on what you do and what you don’t do,” Shedrer said. ' ,
When a government auditor showed up. for an annual review, she said Ejindu would have his staff snizak flles into his office’so he
could examine them. Then, $hearer said, he would send the files back o the counselor to change before the auditor saw thern,
“Mind you, there’s o way 16 ... go back and correct,” shé sald. “There's only forgery.” = . . :
" gjindy, who tax records show makes $150,000 a year running the clinic, pranched out last year to-provide addiction counseling at
seven middie and high schools in the Pomona Unified School District. ' ’ '
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. Aschool district spokesman, Ryan Hightower, sald there have been complamts about the program but wouid not elaborate except

to say, ”whenever somethmg is brought up, we deal with Iit,”

Fighting audits *

" Asbusiness boomed at the Pemona clini¢, Mary Brantley couldn’t keep up.

Brantley started as a counselor at Ejindu’s Riverside clinic, After it closed; she movad on to the Pornona clinic. She said under -~
glindu’s watch, she was expected to produce paperwork and signatures for rehab counseling that never took place

"wWhen he'had the schools in on it, 1 left because | couldn’t do that much forging,” Brantley said. : .

Ejindy’s strategies for handling regulators became ciear after Shearer took Har story to Los Angeles County authont;ea in September
As an auditor investigated Shearer’s: accusattons of fraud, Ejindu offered the investigator a job, according to 3 county email. The
auditor turned him down. - . .

The 2012 investigation determined that tha Pomona clinic had bifled for 230 counseling sessions at times When the counselors were |
off work ar at Junch, The inspector discovered that Ejindu himself had filted out, signed and dated patient vecords for a future date.
Six treatment plans and medical waivers lacked the required doctor’s signature when the auditor fiest examined them, Wegks.later,
physician signaturas ‘appeared on the same documents, along with dates md;cating they had been signed before the udit, accordmg
to the investigation report,

The tricks used to fudge paperwork had become sa prevalent in the Drug Medi-Cal program that John Viernes Jr., Los Angeles
County’s Substance Abuse Prevertion and Control director, warned all rehab prov?dars it 2 2010 memo that the practices were

" frauditlent and “will result In Immediate contract termination.” Vernes also warned that any offer of a bribe to a county staffer

would be grounds for termihation.
Over and over again, hawever, that threat fizzled.

* Ejindu fought baek. He filed 2 complaint against the county auditor, cltmg “Hlegal ps!ferlng of documents " The allegat!ons against his

dlinic, Ejindu wrote, came from disgruntled ex—empioyees who had been fired for not meeting standards.
"This agency has been around for 15 years for a very good réason,” 'he wrote. “We are a plilar in cur community and weil respectad.”
Ejindu met with- Viernes, Wwho asked another county division to investigate the complaint of auditor miscanduct. The inquiry '
determined that the auditor didn’t have permisslon to take papers off the desks of clinic staff, Viernes said. As a resu!t he said, the
findings of serious violations were “set aside.” . '

Megnwhile, the Pomona ¢linic continued to rake in cash as part of its 5800, 000 annual con’trac’c. Vans still dmppeﬂ off teenagers for
rehab; and Sheare has grown cynical about the value of blowing the whistie,. .~ . - L S

" “The funny thing is that it has’ been reported many txmes, and nothing has ever been done, she sald “He's always found a way to
_circumvent that.”

Looking back, Victorla Byers Is upset, 100, it bothers her that somewhere in ofﬂcia! paﬂent records, someone labeled her with an
addiction she didn't have. . - -

“Maybe if | wanted to get ajob and that vomes up, mayba | can’t get that job because of drugs,” she said. *( didn’t da dx ugs, and
that’s kind of messed up.”

‘Ghost clients’

At Pride Health Setvices, addicﬂons weren't the only things that Stephanle Jackson Parnell made up.

The farmer employee sald the clinic operator, Godfrey Nwogerie — Exerutive directar of Prite Health Servlces, with clinles in
inglewood and Los Angeles, wiilch has been accused of billing for "ghost clients.”, would ask her to bill brug Med:—Ca! for clients
she’d never seen. :

" 1 just had to come up with storles,” she sald. “Using vour imagination. Like as if it's someone standing right there.

Pride staffers would go through files of old clients to check whether their Medi-Cal rumbers remained active, Parne!l said, Each
active number would become a Pride client again. . S .

parnell, who {eft and filed a whistié-blower complamt with the state in 2009, said she invented lite storles for her fake dishts. She
still can fattie off vignettes of rehab fiction: “Client.stated that she went to a party and refapsed. .. Client is saying she doessn’t want
to go out with those same friends. . . ’

Or sometimes, Stephanie Jackson Parnell — Former.counsetor at Pride Health Ser\nces, who sald she made up stone"- for clients she'd
never seen—just copted and pasted notes from one file to another. -

. “lt got so raggedy .1 would pur one floppy disk in there and do 15 charts with everybody saying the same thmg," she recalled.
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" When people did come in, Parnell would take down their mformamn, and Pride would bill for them.even if they never came back,

she said, When the fake clients were due to complete thelr rehab program, Pride employees ¢reated diplomas 10 put in their files,

-she said,

“y was getting freaked out about it, but the money was good,” sald Parne]l who made $13 an hour.

Whistle-blower emails séntto a Lns Angeles County auditor in 2011 accuse Nwngene of leamng hard on his workers to carry out the
scheme. .

1t refuse to do any ghost writing because that is lllegal “ one of the ema:ls said. “The owner of Pride Health (Godfrey) had an
emergency meeting fast week and stated that if we didn’t want to do the paper work the Pricle Health way, then we should resign.”
Nwogene seemed unstoppable. A Pride employes wroten another email to an.investigator, “One thing im kinda scared of I that he
has told us that no one has been able and will never be able to take him down.”

Nwogene’s skil} at avolding a crackdown p;ayed out in full force in 2011, as he faced heat from both state and.county amhontxes

An auditor sat in on a group therapy session — but no one showed up. The auditor reported that Pride “appear(s) to have deve!oped
fraudutent decumentation to support their billing claims,” according to a county memo.

“A serious problem has come up with this agency,” one county regulator wrote in arfematl obtam‘“d under the Califoroiz Public
Records Act. “ALL ROSTERS SIGNED IN THE SAME HANDWRITING by, it appears ... the same parsor and-all billing for this program will -
be disallowed.” . .

The county froze funding and conducted a follow-up investigation that found “extremely grave: VI:rlatxons and "deficiencies that

" warrant the termination” of Pride s contract. Los Angeles County drafted letters notifying state offictals and Nwogene that it was

cutting off funding.

" The state Department of Alcohol and Drug Programs drafted 2 Ietter to temporarify suspend pride from the Drug Medu €a) program

because of “severe deficiencies” from 2005 to 2011.

Neither of the letters, according to county and state representatives, ever was sent.

Political intervention .

Nwogene had been asking for help from the ofﬂce of Mark Rldley-Thomas, one of five county supervn sors. Now chairman of: the
county board, the former state senator represents the district where Pride opérates. - ..

The politician’s aide, Salya Mohamedy, )nqulred and Vierneslohn Viernes —Ditector of Los Angeles County Substranca Abuse
Prevention and Control, which contracts w;th rehab clipics,; the county substance abuse pravention director, detailed the dinic’s
vlo!ations and allegatlons of fraud St Mohamedy asked Viernas to set up a meeting 0 that we can resolve this matter once, and
foralt.” :

A receptxomst at Pride Health Services in inglewood, Calif, said there were no counseling sessions on April 3. But the clinfc bifted
taxpayers about §1,600 for serving 60 clients that day, records show. - .

tnternal emails show that this was not an unusuai request: During the second half of 2014, Ridley-Thomas' aide contacted Viemes on
behalf of half a dozen other rehab providers facing problems with regulators. c .
Nwogene met with Viernas on Aug. 10, 2011, In a thank-you letter to Rldley—'rhomas aide, Nwogene called the meeling smcessful
“Your intervention opened the door to dialogue,” Nwogene wrote, “That dialogue led to a resolution.”

while Pride may have had flaws, Nwogene wrote, “reckless and mean spirited” county staff treated the organization unfairly

in the end, Pride Health Services” contract wouldi’t be terminated, The funding spigot was cn again,

In an interview, Viernes expressed frustratron that supervisors urged him to meet with clinic owners even when they knew about the
serious problemsfound by auditors. .

“| get emails from-the superv:sors, (saymg), ‘When are thesg-paople gonna get paidl"’ Viernzs sald

Mark Ridley-Thomas — chalrman of the Los Angeles County Board of Supervisors and former state senator, whose office has

_contacted administrator John Viernes on behalf of rehab clinics facing problems with regulators.” top health déeputy, Yolanda Vera,

denied pressuring Viernes. The lawmaker’s office got involved, she said, to “make sure that these: agencles at least are g'ettlng some
access and having their concerns add ressed.”

. Asked about the GR/CNN findings regarding Pride’s bming, Veara expressed concern. “If true,” she 5ald, ”l would ask the question as

to why are we contractmg with this agency. e .

But Viernes sald the message is pretty clear: Help the clinics improve instead of cutting them off, . .

*There’s so much poht:cal pressure on us about giving them a second chance,” he added. “pfter all, we'ra a rehab agenty, we
believe in giving second chances.” ’ _
And, as CIR-and CNN found, govemment regulators w;ll dale out second-and third chances to just about anyone.
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August 7, 2013

Members of the Committee
Joint legislative Audit Committee 2013-119
1020 N Street, Room 107

* -Sacramento, CA 95814

Dear Chairman Gray,

1 respectfully request the Joint Legislative Audit Committee approve an audit of Callfornia’s Drug Medi-
Cal program and a sefection of the county agendies responslible far administering the program. Recent
investigations by CNN and the Center for Investigative Repocting {CIR) have exposed potentially massive
fraud in the Drug Medi-Cal system. {Attachment 1, CNN Article, “Rehab Rocket: Frauds, felons, and
fakes,” july 28, 2013; Attachment 2, CIR Article, “California rehab clinics bill raxpayers for foke clients,
additions,” huly 29, 2013}, Drug Medi-Cal has undoubtedly helped countiess numbers of people recover
from substance abuse. Ineffective oversight and fraud in the system, however, siphons funds away from
Jegitimate clinics, wastes taxpayers dollars, and undercuts the public’s support for the program.

1 represent Los Angelas County, where many of the examples of fraud apparently occurred. One
counselor told investigators that “fraud was rampant fram Long Beach to Los Angeles.” {Atch 1)
Another “speculated that we were seeing the tip of an iceberg ... | would have sald 50 percent of the
programs out there are potentially fraudulent in LA. County.” {Atch 1). One example involved a drug
rehabititation clinic that saw approximately 30 patients but allegedly billed taxpayers for 179 patlents.
{atch 1).. Other examples sllegedly involved clinics paying patients to show up s0 that the clinic could bill
more to ‘the state; counselors abandoning sessions; clinics billing for people who had no drug problems;

-and clinics billlng for dead people. {Atch 2).

For many years,  have advocated rehatiiitation as a cruclal tool In helping to mitigate California‘s

“problem of prison/Jail overcrowding and high recidivism rates. The alleged fraud in‘the Drug Medi-Cal
program is not only outrageous, but potentiaity damaging to eﬂ‘orts 1o utifize rehabtlmmon as a solution
to California’s incarceration and drug abuse problems. K . .

The audit will help give palicymakers the information necessary to change the system and restore the |
public’s confidence in a vital program. The audit should include at least three caunties: Los Angelas



County, and ‘two others chosen by the State Auditor, and should address, but not be limited ta, the

~r - following:-

1 Exammmg the last five fiscal years, determine how extensive is the alleged fraud related ta.the
outpatuent drug free rehabilitation clinics with respect to the Drug Medi-Caf program, and to the
extent possible, determme the fiscal impzact of the fraud. :

2. Ininstances where rehablllta'tion clinics were found to have engaged in illegal or inappropriate
- activity, was corrective action taken on a timely basis. If not, why not?

3. Determme the effectiveness of the process of coordinated aversight between state and county
regulators. Isit conf-usmg and conflicting? Whatchanges, if any, should be made to regulatow
oversight pollcles"

4, How effective is the process to ensure that felons and other prohtblted persons are not
approved to run some'of these clinics?

_ 5. Are there enough regulators and investigators to adequately prevent fraud from accurring?

6. Whatlawsor regutat;ons’need w0 be changed to prevent further fraud-in the Drug Medi-Cal
program?

"Thank you for your consideration of this request.

Sincerely,

ACAW 'S,«— Y
Ted W.lieu - o Adam C. Gray
State Senator ) Assemblymem
Attachments:

1. CNN Article; “Rehrab Racket: Frauds, felons and fakes Juty 29, 2013
2..Center for Investigative Reporting, Artxcle ~California rehab cinics bill taxpayers for fake clients,

oddRtions,” July 29, 2013,



